





Does Marketing and Sales Integration Always Pay Off? 






Professor of Marketing 
HEC-Paris (GREGHEC) 
1, avenue de la libération 
78351 Jouy-en-Josas,  France 




Professor of Marketing 
Katz Business School 
University of Pittsburgh 
354 Mervis Hall 
Pittsburgh, PA 15260 
Tel: (412) 648-1534; Fax: (412) 648-1693 
e-mail: jhulland@katz.pitt.edu 
 
Donald W. Barclay 
Ivey Eminent Teaching Professor Emeritus 
Ivey Business School 
University of Western Ontario 
1151 Richmond Street 
London, Ontario, N6A 3K7 







We thank Rodolphe Durand, Carrie Leana and Michael Segalla for comments on an early draft. We also appreciate 
the comments of participants in seminars at the 2008 Erin Anderson’s Research Conference and at the 2010 AMA 
Winter’s Educators Conference.  The authors acknowledge the support of the Katz Graduate School of Management 




Does Marketing and Sales Integration Always Pay Off? 





Building on social capital theory, we view the marketing and sales interface as a set of 
inter-group ties and investigate how firms (1) generate value from inter-group relationships and 
(2) develop the social capital embedded in these relationships.  Our findings suggest that social 
capital enhances -- but can also limit -- a firm’s performance depending on the characteristics of 
its customers.  Our results also demonstrate that managing the marketing and sales interface at 
different levels of customer concentration is critical to the success of a firm’s performance.  
 
Key  words: Marketing organization, sales organization, interface, social capital theory.  
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Does Marketing and Sales Integration Always Pay Off? 




Integration of marketing and other functional areas is widely acknowledged as an 
important factor for successfully developing and launching new products (e.g., Fisher, Maltz, 
and Jaworski 1997; Olson, Walker, and Ruekert 1995; Tatikonda and Montoya-Weiss 2001; 
Troy, Hirunyawipada and Paswan 2008). However, research investigating the integration of 
marketing and sales – while growing – remains limited.  Work to date has focused on the 
respective influence of marketing and sales groups within a firm (Homburg, Workman and 
Krohmer 1999), their cross-functional dispersion (Krohmer, Homburg and Workman 2002), the 
planning of their activities (Strahle, Spiro and Acito 1996), and their mind sets (Homburg and 
Jensen 2007).  Other work has suggested typologies of marketing and sales organizational forms 
(Homburg, Jensen and Krohmer 2008; Workman, Homburg and Grüner 1998).  
However, this increasing research attention has neglected a central feature of interest long 
recognized by organizational theorists – the existence of networks of social relationships 
between groups (e.g., marketing and sales). As Ruekert and Walker (1987) point out, many 
cross-functional interactions are informal (i.e., outside organizational charts and marketing 
plans). Despite this informal nature, the strong impact of cross-functional relationships on the 
successful implementation of marketing strategies is widely recognized (e.g., Wind and 
Robertson 1983).  
In this paper, we argue that viewing the marketing and sales interface via a social 
network perspective can provide important insights into how firms generate value from inter-
group relationships. To crystallize this discussion, we draw on social capital theory. A review by 
Adler and Kwon (2002) suggests that the value of social capital is derived from resources 
accessible to individuals or groups because of their location in the social fabric.  Social capital 
has generally been defined as an asset embedded in networks of social relationships that makes it  
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easier for individuals’ or organizations’ to meet their goals. More specifically, it designates 
assets tied to a social network that are valuable for facilitating actions such as a firm’s business 
operations (Bourdieu 1985; Coleman 1988; Tsai and Ghoshal 1998).  Thus, the development and 
maintenance of social capital may prove to be the firm’s most enduring source of advantage 
(Adler and Kwon 2002; Burt 2000; Moran 2005).   
A core contribution of our paper is that firms can create value from their marketing and 
sales interfaces depending on key client characteristics. Thus, we highlight how firms -- through 
the use of organizational mechanisms -- can develop social capital that may enable but may also 
impede its organizational performance depending on its customers’ characteristics. We test our 
research hypotheses using a data set gathered from sets of marketing and sales executives drawn 
from the same companies in the consumer goods industry. Our study adds to the growing 
literature on the interface between marketing and sales units in three important ways. 
First, it uses a new theoretical perspective rooted in organization theory -- social capital 
theory – as well as relationship marketing to develop a conceptual model linking organizational 
mechanisms, social capital, and organizational performance. Such a theoretical perspective is 
significant because even though many cross-functional ties are informal, they are critical to the 
success of organizations. 
Second, extant literature has provided evidence of a tension between organizational 
differentiation and integration that firms need to manage (e.g., Dougherty 2001; Troy et al. 
2008). Thus, we examine the effects of two conflicting organizational mechanisms (i.e., 
boundary-spanning enhancement and boundary-spanning impediment mechanisms) on the extent 
of social capital that exists between groups in the same firm. The contrasting influences of these 
mechanisms on social capital are seldom explored together, although their impacts are 
simultaneous.   
Third, we investigate both antecedents and consequences of social capital inherent to 
marketing and sales relationships. The effect of the interplay between marketing and sales on  
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performance is rarely investigated empirically, let alone in the same framework as that of 
antecedents. Interestingly, we provide evidence for situations in which superior marketing and 
sales relationship efficiency may arise.  
Our approach suggests that firms can generate value from the social capital underlying 
marketing and sales relations in part by resolving the tension between their brokerage 
enhancement and impediment devices.  Our results also suggest which types of marketing and 
sales interface are most effective.   
 
The Marketing and Sales Interface: A Conceptual Framework 
 
The basic premise of our study is that social capital embedded in the relationships 
between marketing and sales units (1) is managed by firms through organizational mechanisms 
and (2) can enable but also impede firm performance depending on customers’ characteristics. 
Firms can be viewed as groups of people, with multiple inter-group ties, whose positions in the 
social network provide them with the opportunity to access information and resources. Social 
capital has been shown to provide a number of benefits including economic performance of 
firms (e.g., Baker 1990). Consequently, it is reasonable to assume that social capital linked to 
marketing and sales personnel relationships will have an impact on firm performance. 
  Substantial empirical work has looked at the antecedents and consequences of social 
capital (Adler and Kwon 2002).  However, little research has examined the conditions 
surrounding the development of firms’ social capital (Baum, Calabrese and Silverman 2000; 
Maurer and Ebers 2006).  Against this backdrop, we develop a new conceptual framework – 
summarized in Figure 1 – that features a key moderating variable, customer concentration. 
------------------------- Please insert Figure 1 about here ------------------------- 
Our model includes three key sets of relationships. The first set of relationships describes 
the effects of social capital on performance. The importance of this dimension is based on  
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growing evidence that social capital can enhance firm performance by providing access to 
information and resources (e.g., Adler and Kwon 2002 ; Birley 1985, McEvily and Zaheer 1999; 
Powell, Kogut and Smith-Doerr 1996).  
The second set of relationships examines the effects of organizational mechanisms on the 
creation of social capital residing in marketing and sales relationships. To manage social capital, 
firms use multiple conduits through which social capital resources flow (Leana and Van Buren 
1999; Oh, Labianca, and Chung 2006). Burt (2000) suggests that brokerage mechanisms are one 
of the main conduits of social capital. These mechanisms connect people who have few contacts 
with one another (e.g., because they belong to different functional groups). Accordingly, they 
allow disconnected individuals to access information that provides a broader array of ideas and 
more opportunities than that available within their own closed group (Burt 2000; Granovetter 
1973). Consistent with this view, a large body of research rooted in information-processing and 
organization theory yields insights about the need for different functional groups to share 
information because they hold unique information and views not available in their own 
functional group (Seibert, Kraimer and Liden 2001).  
In addition to promoting boundary-spanning ties between sales and marketing, firms also 
need to encourage individuals to develop social relationships in their respective functional 
groups in order to exploit the learning and cooperation benefits that have been shown to exist in 
cohesive groups.  This apparent conflicting necessity mirrors the tension firms manage between 
organizational differentiation and integration (e.g., Dougherty 2001; Troy et al. 2008). In 
essence, because firms pursue these seemingly contradictory goals, we posit that they use 
organizational mechanisms to enhance or impede bridging relationships between marketing and 
sales organizations.  
The third set of relationships examines the moderating effect of customer concentration 
on the links between social capital and firm performance. Our contention is that customer 
concentration moderates the relationship between social capital and business unit performance.  
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We are guided by a number of studies investigating moderating factors in the context of 
marketing organization (e.g., Aldrich 1979; Pfeffer and Salancik 1978; Rouziès, Anderson, 
Kohli, Michaels, Weitz and Zoltners 2005; Workman, Homburg and Gruner 1998).  
In addition to these three key sets of relationships, we control for the effects of three 
potentially important environmental variables —market turbulence, technological turbulence and 
competitive intensity. We discuss each part of the model next and present our formal hypotheses. 
 
Marketing and Sales Interface Social Capital Impact on Performance 
Various models of social capital have been advanced, but the most widely accepted 
framework is that of Nahapiet and Goshal (1998). Their framework draws important distinctions 
between the structural, relational and cognitive dimensions of social capital. The structural 
dimension refers to the patterns of relationships and the resources derived from positions within 
the networks between groups. The relational dimension involves other assets embedded in 
relationships such as trust, norms and reciprocity. Finally, the cognitive dimension of social 
capital deals with shared languages, codes or meanings by network members. We examine each 
of these dimensions in greater detail below.  
Structural dimension of social capital. The structural advantages of social capital stem 
from network patterns. One explanation behind this notion is that network ties provide 
information benefits such as knowledge transfer and communication efficiency (Nahapiet and 
Goshal 1998; Rowley 1997; Walker, Kogut and Shan 1997). In such networks, more information 
is shared, a stronger agreement on expectations develops, and a greater mutual interdependence 
forms (Sparrowe, Liden, Wayne and Kraimer 2001). Therefore, we may expect greater inter-
reliance and ultimately greater perceived integration. When marketing and sales personnel 
operate in such networks of ties, we expect them to uncover and exploit economic opportunities 
because more cohesive relationships between those functions should improve the quality of  
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support of customer needs.  Thus, in the marketing and sales context we expect that greater 
assets of structural social capital provide more profit-enhancing opportunities.  
 Relational  dimension  of social capital. As a relational asset of social capital, trust 
develops from exchange reciprocity in social groups (Oh, Labianca and Chung 2006). It 
characterizes relationships where people anticipate some value offsetting the risk of being taken 
advantage of (Nahapiet and Goshal 1998). Trust facilitates resource exchange as it increases 
people’s willingness to participate in such exchanges, building a reputation of trustworthiness 
and attracting other members in the network (Tsai and Ghoshal 1998). Therefore, trust increases 
relationship performance (e.g., Crosby, Evans and Cowles 1990; Doney and Cannon 1997; Fang, 
Palmatier, Scheer and Li 2008; Morgan and Hunt 1994).  
  Norms of cooperation represent another key facet of the relational dimension of social 
capital. When social groups feature frequent and intense interactions, generalized norms of 
cooperation emerge, further increasing the willingness to engage in social exchange, opening up 
to other parties (Napahiet and Goshal 1998), and driving firm success (Starbuck 1992). 
Similarly, norms of cooperation characterizing marketing and sales interactions should induce 
the development of more cross-functional ties and lead to organizational success. 
  Accordingly, we expect that firms with greater relational social capital assets will exhibit 
more marketing and sales interactions leading to higher levels of organizational performance. 
This proposition is consistent with extant literature on the relationship quality impact on firm 
performance (Crosby, Evans and Cowles 1990; De Wulf, Odekerken-Schröder and Iacobucci 
2001; Palmatier 2008; Palmatier, Dant and Evans 2006; Sigaw, Simpson and Baker 1998).  
Cognitive dimension of social capital. The core intuition behind the cognitive asset of 
social capital is based on the ideas that in order to interact efficiently, people need to invest in 
learning and understanding, and that shared understandings and cognitive schemes enable them 
to gain access to information and resources held by members in their social networks (Maurer 
and Ebers 2006). This conjecture is further supported by the work of Gulati (1995) and Tsai and  
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Goshal (1998), who show how shared understandings and cognitive schemes enhance 
cooperation and ultimately organizational performance. Thus, investment in learning and 
understanding should be engendered in the context of marketing and sales interactions and 
increase organizational performance. Summarizing the above:  
H1  Organizational performance is positively associated with 
a firm’s: 
(a) structural capital; 
(b) relational capital; and 
(c) cognitive capital.  
 
The Moderating Effect of Customer Concentration  
There are strong reasons to look at the potential moderating effects of customer 
concentration. When a small number of customers account for a large proportion of a firm’s 
output, Li and Calantone (1998) and Morgan, Anderson and Mittal (2005) point to a firm’s 
greater risk of losing customers, the demands powerful customers may impose on their suppliers, 
and the greater incentive to understand and monitor customer satisfaction. In such cases, 
marketing and sales groups are likely to nurture established customers and to put in place the 
necessary cross-functional interactions to ensure success. Thus, trust and cooperation should 
more fully develop in the network of relationships between marketing and sales, positively 
affecting customer support as well as organizational performance. In the same vein, Fang, 
Palmatier, Scheer and Li (2008) found evidence of enhanced levels of coordination between 
representatives of collaborating firms when their relationships were characterized by mutual 
trust. Consequently, we posit that the positive effect of their relational social capital assets on 
organizational performance is likely to be increased when customer concentration is high. 
  In contrast, to the extent that customer concentration promotes a firm’s dependence on its 
customers, over-embeddedness can result (Uzzi 1997). This is because over-dependence on 
particular customers decreases the likelihood of forming substantial partnerships with other 
customers. This over-embeddedness can also imply that market information flows in closed 
circles and becomes redundant (Gargiulo and Benassi 2000), thereby limiting learning and  
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innovativeness (Rindfleisch and Moorman 2001; Uzzi 1996), while promoting cognitive lock-in 
through reduced environmental scanning (Fang, Palmatier, Scheer and Li 2008). In line with this 
argument, Maurer and Ebers (2006) demonstrate that employees’ similarity of cognitive schemes 
with their partners (resulting from frequent and intense relations) can generate cognitive lock-in 
because employees lack the motivation, capacity and competence to create external social ties.  
  In case of over-dependence on a few customers, marketing and sales relationships are 
likely to be frequent and intense in order to respond adequately to customers’ demands. In that 
sense, marketing and sales employees are likely to develop similar interpretations of functional 
units’ experiences, reinforcing convergence of views and related cognitive schemes. Since their 
resources are mostly mobilized by few powerful customers, they are less likely to experience 
divergent views. They are also less likely to be motivated to access new information about the 
market place in order to pursue other marketing opportunities and develop new products.  Taken 
together, these lines of arguments imply that cognitive social capital assets are less likely to 
facilitate organizational performance when customer concentration is high. Thus:  
H2  A higher degree of customer concentration will be 
associated with: 
(a) a strengthening of the relational capital -- firm 
performance relationship; and 




Brokerage Enhancement and Impediment Devices’ Influence on Social Capital 
Brokerage mechanisms are one of the main conduits of social capital (Burt 2000). They 
emphasize the importance of relationships that bridge gaps between disconnected people (Oh, 
Labianca and Chung 2006). In the context of our study, we focus on the gap existing between 
functional units (i.e., marketing and sales), the organizational devices that can enhance or impede 
bridging across functional boundaries, and their effects on the creation of social capital residing 
in cross-functional (i.e., marketing and sales) relationships. In the following subsections, we  
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discuss two types of organizational devices for enhancing or impeding brokerage: (1) 
process/systems and (2) political mechanisms. 
  Process/systems mechanism impeding brokerage: functional rewards. That 
organizational members tend to focus on their own unit’s goals instead on those of the whole 
organization has long been known (Lawrence and Lorsch 1967). When such a tendency is 
reinforced by rewards emphasizing functional performance rather than the organization as a 
whole, functional members are likely to act collectively to meet their local goals and compete 
with their functional counterparts, thus reinforcing ties inside their own functions and weakening 
ties between functions. This pattern is consistent with the claim that the degree of subgoal 
pursuit can be associated with the lack of ties in the organization (Ketokivi and Castaner 2004). 
By way of analogy, we argue that functional rewards are likely to lower the structural advantage 
of social capital. Furthermore when managers focus more on interactions within their own 
functional units rather than with their counterparts from other functional units, trust and 
cooperation levels between functions are likely to decrease, thereby lowering the level of 
relational social capital assets.  This in turn will result in lower levels of shared cognition (i.e., 
cognitive social capital) because knowledge and experience are less likely to be exchanged 
between functional units. In sum: 
H3  Functional rewards have a negative association with the 
level of: 
(a) structural capital; 
(b) relational capital; and 
(c)  cognitive capital embedded in the marketing and 
sales interface.  
 
 
  Process/system mechanism enhancing brokerage: reward system orientation. In contrast, 
when rewards are contingent upon attainment of system goals, functional units are motivated to 
expand effort to realize those goals. Menon, Jaworski, and Kohli (1997) suggest that reward 
systems have a positive effect on several facets of marketing integration with other functions. 
Stated differently, members of functional areas are motivated to establish and maintain  
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relationships with colleagues from other functional areas who are deemed necessary for the 
attainment of those goals. This suggests that individuals are likely to collect and exchange more 
information, generate more creative ideas, and find more opportunities.  This virtuous circle then 
adds to the stock of social capital. In sum, reward system orientation is consistent with 
descriptions of brokerage and is likely to promote trust, cooperation between people in different 
functions, integration and shared visions of functions.  Consequently, we posit that reward 
system orientation drives social capital levels as follows: 
H4  Reward system orientation has a positive association with 
the level of: 
(a) structural capital; 
(b) relational capital; and 
(c) cognitive capital embedded in the marketing and 
sales interface.  
 
  Political mechanism impeding brokerage: functional power. Research suggests that the 
functional power of marketing and sales varies across firms (Homburg, Jensen and Krohmer 
2008; Workman, Homburg and Gruner 1998). That functional units struggle for power has long 
been known (e.g., Lawrence and Lorsch 1967). To the extent that functional areas struggle for 
power in organizations, neither trust, cooperation between functions, integration and shared 
visions of functions can fully develop as a result of these conflicts. Overall, these conjectures are 
consistent with the notion that functional power inhibits the development of social capital 
residing in marketing and sales relationships. These considerations imply that: 
H5  Functional power has a negative association with the 
level of:  
(a) structural capital; 
(b) relational capital; and 
(c) cognitive capital embedded in the marketing and 
sales interface.  
 
 
  Political mechanism enhancing brokerage: procedural and distributive justice. When 
functional members perceive that both the process through which allocations of resources are 
made to their functional unit and the outcomes of these allocations are fair, trust and cooperation  
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between functions will be engendered.  Perceived procedural and distributive justice tend to 
create climates of cohesiveness, harmony and loyalty (Thibaut and Walker 1975; Tyler, Degoey 
and Smith 1996). The positive relationships between justice and strong interpersonal bonds or 
cooperation reported by Cropanzano, Byrne, Bobocel and Rupp (2001) support this view. Thus, 
procedural and distributive justice are likely to impact all dimensions of social capital – 
structural, relational, and cognitive – embedded in the marketing and sales interface. More 
specifically, the organizational climate promoted by both types of justice is likely to strengthen 
existing ties between sales and marketing, enhancing structural social capital. Similarly, this 
climate will enhance trust and cooperation, resulting in higher levels of relational social capital. 
Finally, procedural and distributive justice will enhance shared cognition, since more ties will be 
created and existing ties will be reinforced. Consequently: 
H6  Procedural justice has a positive association with the 
level of:  
(a) structural capital; 
(b) relational capital; and 
(c) cognitive capital embedded in the marketing and 
sales interface.  
 
H7  Distributive justice has a positive association with the 
level of:  
(a) structural capital; 
(b) relational capital; and 
(c) cognitive capital embedded in the marketing and 




  At the environmental level, market and technological turbulence and competitive 
intensity are included in our model because of their potential influence on firm performance, as 
found in past research (Homburg and Jensen 2007; Vorhies, Morgan and Autry 2009).
i  




Empirical Study and Model Estimation 
 
Design – Survey Context and Data Collection 
We surveyed multiple key informants within both sales and marketing departments of the 
same firms, asking them about their perceptions of how their department as a whole was treated, 
as well as questions relating to their business unit as a whole. More specifically, we surveyed 
firms operating in the consumer packaged goods (CPG) industry. Typical customers in this 
industry are large food retailers, franchised restaurant chains, and contract caterers that expect 
their suppliers to develop unique offers and tailored packaging (Dewsnap and Jobber 2000).   
Initially, senior managers in the business units of organizations that were members of a 
CPG trade association were sent covering letters soliciting cooperation for the study.  Thirty 
eight companies agreed to participate.  The senior managers from these companies then 
identified key contacts in both their marketing and sales departments, who were in turn called 
and asked for the names of potential informants in each department. Survey packages were sent 
to these informants (n = 292), with an average of 7.1 surveys sent to each organization.
ii  Two 
follow-up waves were employed (one by letter, one by e-mail or telephone) to encourage 
maximum response (Dillman 2000). 
Final sample. Ultimately, 203 usable surveys were received, for an overall response rate 
of 70 percent (203/292).  Four percent of the informants withdrew during survey completion, and 
the remaining 26 percent did not reply.  No significant differences were noted in the responses 
from early versus late informants. An average of 5.34 responses were received from the 38 
participating firms ranging from 2 to 12.  Roughly half of these responses were from marketing 
personnel (mean = 2.68) and half from sales personnel (mean = 2.66).  Thus, for a typical firm, 





Business unit performance was assessed using 8 items. (Appendix A lists all 
measurement items employed in our study.)  Informants were asked to indicate the extent to 
which various business unit outcomes had occurred over the past six months, based on 7-point 
scales (anchors: “none”, “a lot”). The eight items show high convergence (alpha = .90).  
Functional rewards (process/systems mechanism impeding brokerage) was assessed 
using four items (α = 0.76) measuring the dimension of an organization’s reward system that 
encourages departments to focus on their own goals, compete with other departments, and 
optimize local performance (Walton, Dutton, and Cafferty 1969; Litwin and Stringer 1968). 
Long term reward orientation (process/systems mechanism enhancing brokerage) was 
measured by the extent to which employees achieve outcomes that benefit their organizations in 
the long run, while avoiding activities that “game the system,” as suggested by Jaworski and 
Kohli (1993). These measures assess the trade-off between an emphasis on short-term 
performance versus long-term market factors such as customer satisfaction (α = 0.71).  
Functional power (political mechanism impeding brokerage) was measured using three 
items that assess the relative power of marketing and sales (α = 0.72).  The three items (adopted 
from Smith and Barclay 1998) were averaged, and the deviation of this average from 3 (equal 
power) was then squared. 
Distributive and procedural justice (political mechanisms enhancing brokerage) were 
both assessed using a sub-set of the justice items developed by Tax, Brown, and 
Chandrashekaran (1998). Distributive justice was measured with four items (α = 0.85) reflecting 
the fairness of decision outcomes and the allocation of benefits and costs among departments.  
For procedural justice we used six items (α = 0.79) designed to measure the perceived fairness 
of policies and procedures used to allocate costs and benefits across departments.  
17 
 
Customer concentration (moderator) was measured using three items reflecting 
customers’ greater emphasis on supplier rationalization, consolidation, and supply chain 
management (α = 0.67).  This scale is new to our study. 
Measures for all three controls were drawn from Jaworski and Kohli (1993).  
Technological turbulence representing the rate of technological change, was assessed using five 
items (α = 0.75).  Market turbulence – the rate of change in the composition of customers and 
their preferences – was evaluated using four measures (α = 0.53). Finally, competitive intensity 
was measured using five items (α = 0.63). 
Each of the three dimensions of social capital was measured using formative indicators. 
The specific measures for each of these dimensions is described in more detail below. 
Structural dimension of social capital: Given that marketing and sales interface is 
characterized by interdependent relationships between members, the structural dimension of 
social capital is operationally defined as (1) interdependence between marketing and sales (e.g., 
Sparrowe, Liden, Wayne and Kraimer 2001), and (2) perceived integration (since the dense 
networks that result from integration facilitate the exchange of information). A total of nine 
items were used to measure this dimension social capital. Four items drawn from Cespedes 
(1995) capture the firm’s use of structural integrating mechanisms between marketing and sales. 
Four additional items drawn from Smith and Barclay (1998) assess the extent to which the two 
groups are interdependent. Finally, a visual assessment task representing the extent to which the 
two departments are interrelated and interconnected was employed.  
 Relational dimension of social capital:  In keeping with Nahapiet and Goshal (1998), we 
focus on two important facets of the relational dimension of social capital: trust and cooperation.  
Eight measures of mutual trust proposed by Smith and Barclay (1998), and seven measures of 
cooperation (also proposed by Smith and Barclay 1998) were used for the relational dimension.  
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Cognitive dimension of social capital:  Because marketing and sales feature different 
thought worlds (Cespedes 1995; Homburg and Jensen 2007; Smith, Gopalakrishna and 
Chatterjee 2006; Ruekert and Walker 1987), communication barriers as well as diversity in 
perspectives exist and signal the absence of shared understandings and cognitive schemes. 
Conversely, organizational identity reflects a common perspective on the importance of 
organizational goals and activities (Maurer and Ebers 2006).   
We used four sets of measures to assess the extent to which cognitive capital exists within 
the firm. First, we employed six measures reflecting interdepartmental communications (based 
on an adaptation of the communications barriers items used by Barclay 1991). Second, we used 
three of the measures of diversity in focus (reverse coded) proposed by Barclay (1991). Third, 
we used four of the organizational identity measures from the work of Mael and Ashford (1992).  
Finally, 13 items  demonstrating diversity in the perspectives of marketing and sales groups 
(reverse coded) were drawn from Cespedes (1995).  
 
Analysis Procedure and Results 
 
Table 1 reports means and standard deviations, by construct. It also shows the 
correlations between constructs. Coefficient alphas are reported in the diagonal of the correlation 
matrix for all constructs that are reflective in nature. (We do not report alphas for our formative 
constructs.)  Nunnally (1978) suggested 0.7 as a benchmark for reasonable internal consistency 
for reflective constructs.  All measures of Cronbach’s alpha are above 0.7, except for customer 
concentration (which is only slightly below that threshold). Furthermore, the constructs appear to 
be adequately discriminated from one another.  




Analysis and Model Development 
Our study uses responses from multiple individuals working in the same department 
(marketing or sales) within the same firm, so it is necessary to account for a correlated error 
structure.  Since individuals are nested in firms, use of a hierarchical linear modelling (HLM) 
approach is appropriate here (Raudenbush and Bryk 2002).  The unit of analysis in this case is 
the dyadic relationship between the marketing and sales departments of the same company. Most 
of our measures are collected at the individual level and reflect individual perceptions of 
organizational constructs. These are modelled as independent, first-level variables. In contrast, 
the second-level of the HLM models is used to account (and control) for firm-specific 
heterogeneity. (Initial use of three-level HLM models revealed that one of the levels – 
department – did not provide significant incremental explanatory power. Thus, the discussion 
that follows is based on two-level HLM analyses. This does not mean that there are no 
fundamental differences between marketing and sales groups within the same organizations. 
Instead, it indicates that marketing and sales managers’ perceptions of the constructs we use are 
largely consistent once firm (and individual) differences are accounted for. Appendix B 
describes our use of HLM in more detail, and explains why HLM is preferred to traditional OLS 
for the current context.) 
Two sets of analyses were conducted to test the hypotheses advanced earlier.  The first 
set examines the relationships between the three dimensions of social capital and perceived 
business unit performance, while the second examines the effects of the various organizational 
brokerage enhancement and brokerage impediment devices on all three social capital facets.  
As all of our measures are perceptual and were collected from the same informants, our 
findings may be attributable in part to common-method bias.  To address this concern, we 
approached the senior contacts within each participating firm, and asked them to complete a 
second questionnaire that focused on marketing / sales performance and eight organizational  
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outcomes (new product success, market share growth, sales growth, increased profits, greater 
customer focus, customer satisfaction, customer relations, and customer value) over the 
preceding six-month period.  (These individuals did not participate in the original survey.) 
  A total of 28 respondents completed this second survey, one respondent per firm.  We 
examined the new data by comparing them to an aggregated measure of business unit success 
(across all informants from that company). First, we separated the items into two groups using 
factor analysis (variance explained = 78%; eigenvalues 4.7, 1.6), with the first three items listed 
above belonging to one factor (“growth”; alpha = .90) and the remaining five items to the second 
(“customer success”; alpha = .89). These factors were then entered into a MANCOVA analysis, 
with business unit success as the covariate and the two factor scores as the dependent measures.  
Overall, the relationship between business unit success, as reported by the original respondents, 
and these two factors is significant (Wilks’ λ = .617, F = 3.73, p < .05).  Furthermore, the effect 
of business unit success on the “growth” factor is significant (F(1,27) = 13.11, p < .001), and 
marginally significant on “customer success” (F(1, 27) = 3.51, p < .1).  Therefore, common-
method bias does not appear to be a major issue in our data. 
Tests of Hypotheses 
Social capital impact on business unit performance. The HLM-estimated effects of 
structural, relationship, and cognitive capital on business unit performance – both on their own 
and in conjunction with customer concentration and technological turbulence – are reported in 
Table 2.  In addition to the path coefficients (and the degree to which they are significant), this 
table also reports deviance (-2 times the value of the log-likelihood function), σ
2 (the within-firm 
variability), and τ (the between-firm variability). The results for these models are compared to 
those obtained by estimating a corresponding null model (equivalent to a one-way ANOVA with 
random effects), with the improvement in the proportion of variance explained for both the first 
and second levels indicated at the bottom of the table. Model A represents a main-effects only  
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model, whereas model B reports results for the fully specified model.  Model A represents a 
significantly better fit to the data than the null model (χ 
2  = 19.65; df = 5;  p < .01), and model B 
represents a significant improvement over model A (χ 
2  = 17.37; df = 2; p < .001).  Model B 
leads to an 18.3% improvement in within-firm explained variance, and a 38.2 % improvement in 
the explanation of between-firm variance versus the null model. 
------------------------- Please insert Table 2 about here ------------------------- 
As shown in Table 2 (model B), both cognitive capital (β = .273, p < .001) and structural 
capital (β =.095, p < .05) have a significant, positive effect on performance, while the effect of 
relational capital is non-significant (β =.022, ns) (H1c, H1a and H1b respectively). Technological 
turbulence (β =.157, p < .01) and customer concentration (β =.236, p < .001) also have 
significant, positive effects.  The interaction between relational capital and customer 
concentration (β =.452, p < .01) is significant and positive, as predicted (H2a), and the interaction 
between cognitive capital and customer concentration (β = -.595, p < .001) is significant and 
negative, also as predicted (H2b).
iii 
Brokerage enhancement and impediment mechanisms impact on social capital. Results 
for three HLM models are reported in Table 3.  (For the sake of brevity, the null model results 
are not separately reported in this table. However, following Raudenbusch and Bryk (2002), all 
comparisons are made to these null models.) 
------------------------- Please insert Table 3 about here ------------------------- 
For structural capital, the model reported in Table 3 represents a significantly better fit to 
the data than the null model (∆ deviance = 41.65; this is χ 
2 distributed with 5 df; p < .0001). This 
results in an 18.7 % reduction in the within-firm variance, and a 66.5 % reduction in between-
firm variance (as noted at the bottom of Table 3). As hypothesized, both procedural justice (β = 
.146, p < .05) and distributive justice (β = .182, p < .05) have a significant and positive effect on 
structural capital (H6a and H7a respectively), while functional rewards has a significant, negative  
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effect (β = -.244, p < .001) (H3a). Contrary to our expectations, however, neither reward system 
orientation (H4a) nor functional power (H5a) has a significant effect. 
The model for relational capital in Table 3 again represents a significantly better fit to the 
data than the null model (χ 
2  = 20.33; df = 5; p < .001), resulting in an 11.7 % reduction in the 
within-firm variance, and a 66.3 % reduction in between-firm variance. Both functional rewards 
(β = -.161, p < .001) and functional power (β = -.073, p < .05) have a significant and negative 
effect on relational capital (supporting H3b and H5b respectively), while long-term reward 
orientation, procedural justice, and distributive justice have no effect (H4b, H6b and H7b).   
Finally, the cognitive capital model in Table 3 is significantly better than its 
corresponding null model (χ 
2  = 71.13;df = 5; p < .0001), yielding a 33.1 % reduction in within-
firm variance, and a 50.4 % reduction in between-firm variance. Both procedural justice (β = 
.125, p < .05) and distributive justice (β = .217, p < .001) have a significant and positive effect 
on cognitive capital (H6c and H7c respectively), while functional rewards (β = -.198, p < .001) has 
a significant, negative effect (H3c).  Functional power also has a negative effect that approaches 
significance (β = -.047, p < .1) (H5c).
iv 
 
Discussion and Managerial Implications 
 
This study focuses on marketing and sales because these two functions have the most 
direct contact with customers.  They play a central role in managing the firm – client interface. 
Social relationships between sales managers and marketing managers are key features of this 
environment.  A fundamental related issue is how firms can generate value from the social 
capital embedded in these relationships.  Our findings suggest that social capital enhances but 
also limits a firm’s performance depending on customers’ characteristics.  Our results also  
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demonstrate that managing the marketing and sales interface at different levels of customer 
concentration is critical to the success of a firm’s performance.  
First, we find that social capital embedded in the relationships between marketing 
managers and sales managers is nurtured by firms through organizational mechanisms.  These 
include how employees are rewarded and who is assigned power.  Independent, specialized 
functional units can develop a high level of competence but because of their narrow focus they 
often become highly interdependent on other specialized units (March and Simon 1958).  Too 
much specialization among independent functional units therefore becomes potentially 
problematic for the firm if there are not enough relationships tying units together to maintain 
effective and useful communication flows, for example.  In our study, we show that one way to 
encourage inter-unit linkages resulting in the development of social capital is to create boundary 
spanning mechanisms.  These mechanisms might be as simple as adapting the compensation 
structure to reward cooperation.  In extremely competitive internal environments it may be 
necessary to modify the reward allocation process so it is more transparent and procedurally fair.  
If a firm is able to create an environment where rewards are equitably distributed, managers from 
specialized units will develop social networks, building more social capital in the process. 
Similarly, if a firm is able to balance power between the marketing and sales functions, managers 
will trust their functional counterparts more and cooperate more with them, thereby developing 
social capital.  This is reflected in consumer goods industries where powerful brand managers 
interact with sales and key account managers whose power is rising as customer business 
development, efficient consumer response, and category management are implemented 
(Cespedes 1995, Homburg, Jensen and Krohmer 2008, Homburg, Workman, and Jensen 2002).  
  Second, we find a condition that turns social capital into a potential liability for the firm.  
This occurs when a firm has a small number of clients who make up the bulk of its sales.  When 
a firm's customer concentration reaches high levels, we show that marketing and sales teams 
focus more on each other in a way that can potentially hinder organizational performance.  
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Indeed, when firms manage powerful customers, relational assets of social capital help managers 
to mobilize more resources, maintain a tight customer focus, and ultimately increase 
performance.  However, we find that the very customer concentration enhancing the impact of 
the relational dimension of social capital on performance hinders the impact of the cognitive 
dimension of social capital on performance. Simply put, our results provide evidence for the 
notion that marketing and sales managers adopt similar cognitive schemes when customers are 
powerful.  This can stifle innovation and inhibit rapid responses to changing market conditions 
because managers cannot access knowledge necessary to identify market opportunities. Serving 
the needs of the most critical accounts may drive managers to ignore outside information and 
hinder a firm’s monitoring of the business environment. Consequently, marketing opportunities 
may be lost and adaptability to environmental changes may diminish (Fang, Palmatier, Scheer 
and Li 2008; Van Knippenberg, De Dreu, and Homan 2004).   
Our finding is consistent with earlier accounts of cognitive lock-ins experienced by 
managers embedded in dense networks (e.g., Gargiulo and Benassi 2000; Maurer and Ebers 
2006).  This raises a new and interesting issue related to key account management. Customers 
with a power advantage often demand higher levels of service. As a response, firms focus on 
developing partnering relationships with their key customers (Weitz and Bradford 1999; Jones, 
Brown, Zoltners, and Weitz 2005) and strive to set up an appropriate key account management 
structure.  Issues related to key account management are highly pertinent for marketing and sales 
managers (Homburg, Workman and Jensen 2002).  Contrary to conventional wisdom, we do not 
advise marketing and sales managers to stay excessively focused on improving their 
relationships with powerful key accounts.  Our analysis shows that when customers have a 
power advantage, they are likely to have a negative impact on social capital cognitive assets 
performance.  Marketing and sales manager think alike, operate in a vacuum, and fail to sense 
changes in the market because they remain too focused on serving their key accounts. They 
experience cognitive lock-in.  At the same time, powerful customers induce marketing and sales  
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managers to interact with more trust and cooperation.  Overall, without a broader perspective on 
the evolution of the market, suppliers may lose track of what is commercially acceptable and 
eventually put their firm in jeopardy. 
Limitations and Avenues for Further Research 
Because our analysis rests on survey data provided by firms operating in the consumer 
goods industry, the applicability of our findings to other industries needs to be tested.  We found 
customer concentration enhanced the magnitude of the effect of relational assets of social capital 
on organizational performance and simultaneously lowered the impact of cognitive assets of 
social capital on organizational performance. Additonal studies, using better measures of 
customer power, would yield more insights.  Future research could also examine other 
moderators.  For example, Xiao and Tsui (2007) call for more research on the way mechanisms 
of social capital operate with different cultural norms and market mechanisms. Further, 
multilevel models could also be considered as suggested by Oh, Labianca and Chung (2006).  
Despite these limitations, our study is the first one to bring the social capital lens on the 
marketing and sales interface. This novel theoretical perspective provides insights on a very 
interesting issue: that of marketing and sales interactions in the presence of powerful customers. 
In this context, our findings suggest that the chief challenge of senior executives managing the 
value of social capital is to make sure marketing and sales teams do not get locked in. We hope 
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i All three controls were measured empirically in our study. However, only technological turbulence was found to 
have a significant impact on the relationships studied here. Thus, we only discuss the technological turbulence 
control variable in our empirical section. 
ii Separate questionnaires were created for sales and marketing informants.  The same measurement items were used 
in both versions, but appropriate wording changes were made.   
iii Potential interactions between the social capital dimensions and the control variables were also explored. 
However, none of these interactions were found to be significant. 
iv Customer concentration was also considered as a potential antecedent to the three dimensions of social capital.  






































1.  Long-term reward orientation  4   3.47  1.05   .71
 a   
          
2.   Procedural justice       6  4.52  0.86  .20  .75             
3.  Distributive justice    4  4.31  0.81  .39  .41  .84            
4.  Functional rewards    4  3.45  1.06  -.35  -.41  -.44  .76           
5.  Functional power  3  1.12  1.44  -.05  -.14  -.14  .18  .72        
6.  Structural capital   9  5.44  0.86  .20  .36  .40  -.46  -.19  --
 b         
7.  Relational capital    15  4.85  0.67 .28 .19 .28 -.38 -.22 .57  --
 b        
8.  Cognitive capital    26  4.36  0.67 .24 .41 .50 -.54 -.23 .55 .60  --
 b        
9. Customer concentration  3  6.07  0.66 .01 -.06 -.03 .03 -.04 -.10 .00 -.08 .69    
10.  Technological turbulence  5  4.80  0.91  .22 .08 .20 -.18  -.04 .08 .17 .10 .25 .75   
11.  Business unit performance  8  4.91  1.01  .40 .22 .43 -.45  -.06 .28 .30 .39 .23 .27 .90 
All correlations equal to or greater than .14 in absolute value are p < .05; and all correlations equal to or greater than .18 in absolute value are  p < .01. n = 203. 
 
.Notes:  
a Diagonal entries represent Cronbach’s alphas for all multi-item reflective  scales, unless otherwise indicated. 






Effects of Social Capital, Customer Concentration,  
and Technological Turbulence on Business Unit Performance 
 
Variables  Null 
Model 
 
Model A    Model B   Hypotheses 
            
Intercept 4.814 
***  4.835 
*** 4.833 
 ***  
            
Social Capital            
  Structural capital  --    0.114 
* 0  .095 
* H 1a 
  Relational capital  --    0.062   0.  022   H1b 
  Cognitive capital  --    0.226
 *  0.  273 
*** H 1c 
            
Customer concentration      0. 191 
*  0.236 
***   
            
Relational capital * customer concentration  --    --   0.452 
**  H2a 
Cognitive capital * customer concentration  --    --   -0.595 
***  H2b 
      
   
   
Technological turbulence 
 
    0.148 
**  0.157 
**  Control 
            
σ
2 (within-firm variability)  0.501    0.454   0.409    
τ (between-firm variability)  0.611    0.413   0.378    
Model Deviance  510.19    490.54   473.17    
Proportion of variance explained (vs. null) : Level 1  --    .094   .183    
Proportion of variance explained (vs. null) : Level 2  --    .324   .382    
 
 
Note:  Significance levels, calculated using bootstrapping procedure, for two-tailed t-tests: 





The Effects of Brokerage Enhancement and Impediment Devices on Social Capital 
 
Variables  Structural 
Capital 
  Hypotheses Relational 
Capital 
 Hypotheses  Cognitive 
Capital 
 Hypotheses 
                
Intercept 5.443 
***   4.8497 
***   4.367 
 ***  
                
Brokerage Enhancement Devices                
  Reward orientation  -0.014    H4a 0.095    H4b -0.039    H4c 
  Procedural justice  0.146 
*  H6a -0.001    H6b .125 
* H 6c 
  Distributive justice  0.182 
*  H7a 0.064
   H 7b 0.217 
*** H 7c 
                
Brokerage Impediment Devices                
  Functional rewards  -0.244 
***  H3a -0.161 
***  H3b -0.198 
***  H3c 
  Functional power  -0.060    H5a -0.073 
*  H5b -0.047 
*  H5c 
                
σ
2 (within-firm variability)  0.500      0.349     0.217    
τ (between-firm variability)  0.043      0.017     0.064    
Model Deviance  465.13      389.31     320.25    
Proportion of variance explained (vs. null) : Level 1  .187      .117     .331    
Proportion of variance explained (vs. null) : Level 2  .665      .663     .504    
 
 
Note:  Significance levels, calculated using bootstrapping procedure, for two-tailed t-tests: 
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Business Unit Performance  
 
•  Market share growth. 
•  Sales growth. 
•  Increased customer satisfaction. 
•  Increased customer value.   
•  Increased profits.   
•  A greater focus on customers. 
•  Success compared to competition. 
•  Stronger relationships with its customers. 
 




•  Evidence of cooperation between departments is acknowledged by superiors in my business unit. 
(reverse-coded) 
•  There is little recognition given for considering another department’s problems. 
•  People pretty well look out for their own interests. 
•  My business unit blames departments for errors rather than seeking the causes of the errors. 
 
(7-point Likert scale; 1 = “Strongly disagree”, 7 = “strongly agree”) 
 
Long Term Reward orientation 
 
•  No matter which department they are in, people in this business unit get recognized for being sensitive 
to competitive moves. 
•  Customer satisfaction assessments influence senior managers’ pay in this business unit. 
•  Formal rewards (i.e., pay raises, promotions) are forthcoming to anyone who consistently provides 
good market intelligence. 
•  Salespeople’s performance in this business unit is measured by the strength of the relationships they 
build with customers. 
 




•  Power within the business unit.     
•  Influence within the business unit.       
•  Leadership within the business unit.   
 





•  Marketing and Sales both get what they deserve in this business unit. 
•  Resources are allocated fairly across Marketing and Sales. 
•  Sales and Marketing are equitably rewarded and recognized for their successes.     
•  Sales and Marketing equally share the glory if good things happen. 
 






•  Our department has little say in how resources are allocated. (reverse-coded) 
•  Resource allocation decisions are determined entirely outside our department. (reverse-coded) 
•  Resource allocations are made in a timely fashion in this company. 
•  Many of the budget decisions that are made here seem arbitrary. (reverse-coded) 
•  We are often not given much of a chance to explain our resource needs. (reverse-coded)    
•  The business unit’s resource allocation process is very flexible. 
 




•  Our customers are committed to rationalizing their supplier base over time. 
•  Customers in our business are gaining power through consolidation. 
•  Our customers are placing more emphasis on supply chain management. 
 




•  Our direct customers (accounts) are placing more emphasis on technology as they deal with suppliers. 
•  The technology in our industry is changing rapidly. 
•  Technology changes provide big opportunities in our industry. 
•  A large number of new product ideas have been made possible through technological breakthroughs in 
our industry. 
•  Technological developments in our industry are relatively minor. (reverse-coded) 
 




•  Our customers’ preferences change quite a bit over time. 
•  Our customers tend to look for new products all the time. 
•  We are witnessing demand for our products and services from customers who have never bought them 
before. 
•  New customers tend to have product-related needs that are different from those of our existing 
customers 
 




•  Competition in this category is cutthroat. 
•  Anything that one competitor can offer, others can match readily.  
•  Price competition is a hallmark of this category. 
•  One hears of a new competitive move almost every day. 
•  Our primary competitors are relatively weak. (reverse-coded) 
 
(7-point Likert scale; 1 = “Strongly disagree”, 7 = “strongly agree”) 
 
Social capital – Structural dimension  
 
•  Formal liaison people are used between Sales and Marketing. 
•  We use field marketing specialists. 
•  Cross-functional account teams are formally established. 
•  Cross-functional project teams are formally established.   
 





•  We both recognize that we need each other to accomplish our objectives. 
•  We are both dependent on the other to be successful. 
•  We would be just as effective without working with Sales [Marketing]. (reverse-coded) 
•  By working with Sales, we get access to resources and product ideas that we would not otherwise 
obtain. 
 
(7-point Likert scale; “Comparing Marketing and Sales …”; 1 = “Strongly disagree”, 7 = “strongly agree”) 
 
“Imagine that the circles below represent the Sales and Marketing departments in your business unit. Please 
indicate the extent to which the two departments are interrelated/interconnected by circling only one letter 
(A – H).” 
 
  A   Far apart 
 
  B    Together,  but  separate 
 
  C   Minimal overlap 
 
  D   Small overlap 
 
 E    Moderate  overlap 
 
 F    Large  overlap 
 
  G   Very large overlap 
 
H       Complete overlap 
 
    (The response is coded from 1 to 8, with A=1, B=2, …, H=8.) 
 
 
Social capital – Relational dimension  
 
•  We always keep our promises to one another.  
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•  Sales and Marketing are not always honest with one another. (reverse-coded) 
•  We are genuinely concerned that both departments succeed. 
•  We trust Sales [Marketing] to keep our best interests in mind. 
•  Sales [Marketing] is trustworthy. 
•  We are very cautious in our dealings with one another. (reverse-coded) 
•  Sales and Marketing both have high integrity. 
•  Sales [Marketing] trusts us to do the right thing. 
 
•  We always act in the spirit of cooperation. 
•  We try to accommodate each other when making decisions that affect both Sales and Marketing. 
•  We frequently discuss business issues that affect both departments. 
•  If we have a problem with Sales [Marketing], we will tell them about it. 
•  Sometimes we engage in opportunistic behavior at each other’s expense. (reverse-coded). 
•  A healthy “give and take” relationship exists between Sales and Marketing. 
•  Both departments volunteer information and ideas that they believe affect each other. 
 
(7-point Likert scale; 1 = “Strongly disagree”, 7 = “strongly agree”) 
 
 
Social capital – Cognitive dimension 
 
•  When messages are left with Sales [Marketing], they are promptly returned.   
•  Our contacts in Sales [Marketing] are good at dealing with people. 
•  People in Sales [Marketing] know how to get their points across to us. 
•  There are open channels of communication between our departments. 
•  The channels of communication between Sales and Marketing are effective. 
•  All things considered, Sales and Marketing communicate well. 
 
•  Sales and Marketing do not always have the same amount of information for making important 
decisions. (reverse-coded) 
•  Sales and Marketing rely on different sources of information for making key decisions. (reverse-
coded) 
•  Even if Sales and Marketing agree on what criteria to use in making a decision, the relative importance 
of these criteria differs between us. (reverse-coded) 
 
•  Our department does not really feel a part of this business unit. (reverse-coded)  
•  The business unit’s successes are our department’s successes. 
•  This business unit deserves our department’s loyalty. 
•  Our department is a key “part of the family” in this business unit.  
 
(7-point Likert scale; 1 = “Strongly disagree”, 7 = “strongly agree”) 
 
•  Focus on different time horizons. 
•  Are responsible for different results (e.g., profits versus revenue). 
•  Have different views of the world. 
•  Stay in the organization for different lengths of time. 
•  Stay in their department for different lengths of time. 
•  Have different goals and priorities. 
•  Have different motivations. 
•  Pay attention to different information. 
•  Are rewarded for achieving different things. 
•  Look to the organization for different “things”. 
•  Have different tolerances for ambiguity.   
•  Speak a different “language”. 
•  Have different levels of competence. 
 
(7-point Likert scale; “Comparing people in our Sales and Marketing departments, on average they are …”; 





Using HLM to Model Multi-Level Phenomena 
 
 
To test our hypotheses we employ HLM, as it makes it possible to incorporate factors 
that influence informants’ perceptions from multiple levels of analysis. Furthermore, HLM can 
be used to aggregate individuals’ responses to the department and/or firm level.  As an 
illustration, below we describe the structural capital model reported in Table 3.  (Although we 
began by exploring three-level HLM models incorporating separate individual, departmental, 
and organizational levels, there was no significant statistical improvement in going from a two- 
to three-level model.  In the interests of parsimony, we subsequently restricted our focus solely 
to two-level models.) 
Level 1 
StructCapij = β0j + β 1j RewOrij + β 2j PJij + β 3j DJij + β 4j FunctRewij + β 5j FunctPowij + rij (T1) 
Equation T1 states that the perception of structural capital for person i working in firm j 
is affected by a constant, individual-specific perceptions of reward orientation, procedural 
justice, distributive justice, functional rewards, and functional power, and an individual-specific 
random error component. Note that the firm-based perceptions are person-specific, but their 
estimated parameters are all firm-specific. 
Level 2 
  Β0j = γ00 + u0j   (T2) 
β1j = γ10    ( T 3 )  
β2j = γ20    ( T 4 )  
β3j = γ30    ( T 5 )  
β4j = γ40    ( T 6 )  
β5j = γ 50    ( T 7 )  
 
Equation T2 describes the coefficient Β0j as a function of γ00 (the overall average value of 
StructCap across all informants) and a firm-specific random error component. This means that  
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the mean value of StructCap varies by firm, allowing us to control for the effects of firm 
heterogeneity. Equations T3 through T7 indicate that the slopes for the effects of the three justice 
dimensions are the same for all individuals and firms. (HLM can accommodate differences in 
slopes across firms by adding a random error term to any or all of these equations, but we found 
empirically that such additions were not significant.) 
When the two equations are combined, the following equation is obtained: 
StructCapij = γ00 + u0j + γ10 RewOrij + γ20 PJij + γ30 DJij + γ40 FunctRewij + γ50 FunctPowij + rij (T8) 
Although equation T8 is similar in form to a traditional regression equation, there is one 
important difference – the error term is rij + u0j. This means that an individual’s perception 
(StructCap) is influenced by both an idiosyncratic personal error component and a firm-specific 
error component. Thus, the effects of reward orientation, DJ, PJ, functional rewards, and 
functional power on StructCap are estimated while taking into account both individual- and firm-
specific differences.   
In research settings like the one explored here, researchers have traditionally argued that 
multiple rating sources for the same phenomenon should be averaged across informants.  
However, there are two serious problems with this approach. First, it dramatically reduces the 
available sample size (e.g., in the current situation the sample size would drop from 203 
informants to 38 firms).  Thus, power is substantially – and unnecessarily – reduced. Second, the 
coefficient estimates that result from this approach are generally biased, and their standard error 
estimates inflated (see Raundenbush and Bryk (2002; pp 102-117) for detailed comparisons 
between HLM and OLS separately applied to individual-only and firm-only data sets). As 
Raudenbush and Bryk (p. 102) note, if the data “are analyzed at the person level … the estimated 
standard errors will be too small, and the risk of type I errors inflated. Alternatively, if the data 
are analyzed at the organization level … inefficient and biased estimates of organizational effects 
can result.” To avoid both sets of problems, we use HLM in our empirical analysis. 
 